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HOW TO AMEND THE CURRENCY BILL 



BY FBANK A. VANDERLIP 



I am asked by the editor to summarize the testimony given 
at a hearing before the Senate Committee on Banking and 
Currency, October 8th and 9th, in regard to pending finan- 
cial legislation. 

Of much more interest than anything I may have said is 
the attitude of the Committee itself toward the subject of 
financial legislation, as revealed by their conduct of the 
hearing and the view which was given of their trend of mind 
and state of information by the questions asked. 

This group of twelve Senators will be most influential in 
determining the final form of the law and particularly will 
the seven Democrats on that Committee have great power 
in writing the final words. My own views, therefore, as 
expressed to the Committee, are of small interest compared 
to any revelation which the hearing gave of the views of 
the Committee. 

I was told by members of the Committee before the ques- 
tioning formally began that they had already heard more 
than was profitable ; that they had had many people before 
them who obviously neither understood the subject nor had 
made themselves familiar with the bill; that nearly all 
bankers spoke from a prejudiced point of view, and the 
Committee was already so familiar with the arguments pre- 
sented that they knew what a banker's answer would be to 
a question before he started to give it. There seemed to be 
a general feeling that further hearings would be fruitless. 
For my part, I had some preconceived notions that the final 
shaping of the most important legislation which we have had 
in fifty years was in the hands of men who knew little of 
economics, less of technical banking, and much of politics. 
I faced, however, a group of gentlemen who were earnestly 
endeavoring to add* to their knowledge ; to submit their ideas 
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to the test of practical experience, and even to discuss pa- 
tiently and without closed minds fundamental conceptions 
in regard to the extent of political power that should rightly 
be wielded over the business of banking. The contrast be- 
tween the attitude and methods of this Committee and the 
attitude and methods of the famous Pujo Committee was 
absolute. The Senate Committee on Banking and Currency 
is earnestly endeavoring to bring out all the facts, and not 
to develop such facts only as will conform to their political 
purposes. They give evidence of a feeling of high responsi- 
bility, and they individually show a knowledge of the subject 
which may be recently acquired in some cases, but is cer- 
tainly already very extensive. 

The Chairman has been an Oklahoma banker, and the 
very name of Oklahoma is anathema in the minds of many 
conservative bankers who have watched the bank-deposit- 
guarantee law of that State work disaster. After more than 
eight full hours of questioning covering the two days' hear- 
ing, I carried away the impression that Chairman Owen 
understands the economic principles and the banking tech- 
nique of the problem as thoroughly as the well-informed 
banker. The only differences that would arise between him 
and the well-informed banker would be in regard to political 
conceptions concerning control and the proper function of 
the Government in issuing currency. 

Senator 'Gorman voices what is undoubtedly the true 
attitude of mind of the Committee when be said that not a 
single member of the Committee is in favor of the passage 
of the bill as it stands. The Committee is open-minded, and 
will unquestionably improve the bill. To draw a conclusion 
from questions asked, it would seem that Senator O 'Gorman 
and Senator Hitchcock, of Nebraska, who are given credit 
for being among the Democratic members most strongly 
opposed to the bill in its present form, would prefer one 
central bank owned and entirely controlled by the Govern- 
ment. The Nebraska Senator is one of the most active- 
minded men on the Committee and is acute in his question- 
ing. His questions show a fine comprehension of the 
subject, but indicate, perhaps, a lack, as yet, of crystalliza- 
tion of his views. 

Senator Reed, of Missouri, gives evidence in his questions 
of a trained legal mind. He made his inquiries with pre- 
cision and often stated his questions in a way that was quite 
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as illuminating as could any answer to the question itself 
have been. He modestly disclaims having had practical 
knowledge of the subject when the inquiry began, but he 
appeared to give evidence of a deep feeling of responsi- 
bility, of a desire honestly to master the problem, and of a 
wish not to be hurried to conclusions. 

Senator Pomerene was an intent listener, but did not 
reveal much of his own views in regard to the final form of 
legislation by the questions that he asked. He appeared 
more concerned with the political aspects of control, and he 
gave evidence of his earnest belief in the value and right of 
Government control. 

The character of the questioning of Senator Shafroth, of 
Colorado, indicated that his mind is pursuing the subject 
from original and independent points of view, which were 
not fully revealed. 

The Republicans will evidently have much more influence 
in the Senate Committee than they had in the House, where 
they were excluded from committee sessions and the legis- 
lation made strictly a party measure. Every member of 
the Committee is influenced by the sound common sense of 
Knute Nelson. He has a mind that gets at the essential 
kernel, and an occasional question from him, couched in 
homely language, would have in it so much of obvious com- 
mon sense as to be illuminating. 

Senator Bristow, of Kansas, impressed me as most sincere 
and earnestly interested in formulating a measure that will 
benefit the whole country. He has a deep suspicion of the 
so-called " moneyed interests " — and prejudices that made 
him quick to see that a loan on stock-exchange collateral had 
about it none of the self-liquidating character of an ideal 
bank loan, but that prevented his understanding why a Kan- 
sas farm mortgage was even more unliquid in character and 
should by the same reasoning be excluded from rediscounts. 

The man who has had the best opportunity for gaining 
a thorough and broad understanding of the whole subject 
is Senator Weeks, of Massachusetts. Added to a lifetime 
of active financial business, he has had the experience of 
membership in the National Monetary Commission which 
collected the information that was the basis for the Aldrich 
Bill. He seems to know the subject thoroughly, and his 
intelligent questions were valuable. 

Senator Hollis was quiet and earnest, a good listener, and 
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one who will no doubt have influence in the final delibera- 
tions. 

I have simply given my impressions of those Senators 
who found it possible to be constantly in attendance and 
who were taking active part in the hearing. 

I left the Committee with a feeling of confidence that 
the measure which they will report out to the Senate 
will be a great improvement on the bill which passed the 
House. My belief is (although the truth and correctness 
of that conclusion could not be demonstrated) that if it 
were not for political exigencies practically every member 
of the Committee would favor the creation of one central re- 
serve reservoir, whether it be called a central bank or not; 
also that the party declarations in regard to the Govern- 
ment's sovereign right to issue all currency may pre- 
vent the Committee from exercising its true judgment in 
the way of making the new notes the obligations of the 
Federal reserve banks, rather than the obligations of the 
Government. 

So much for my observance of the Committee, and, as I 
have said, the interest and open-mindedness of its members, 
combined with their grasp of the subject, impressed me as 
highly important and prophetic of desirable results. I can- 
not undertake to cover in the limits of so brief an article 
the testimony of a two days' hearing, and will content 
myself with epitomizing the principal objections to the bill 
in its present form. 

Prefacing a statement of these objections, some of which 
I deem vital to the successful working of the measure, I 
want to say that on the whole the bill seems to me to have 
been drawn with great intelligence. It is by no means the 
work of amateurs in finance. It shows a thorough grasp 
of the main principles that must be embodied in correct 
legislation, but it stops short of fully incorporating those 
principles, and in doing so has left the measure where it 
must be amended if it is successfully to accomplish what its 
framers desire. 

The main defect, so far as the immediate working of the 
bill is concerned, is in the provision which establishes at 
least twelve regional reserve banks, and thus fails to create 
the central reservoir for reserves which is essential. The 
necessity of such a central reservoir has been clearly rec- 
ognized, and the power to compel loans from one reserve 



702 THE NORTH AMERICAN REVIEW 

bank to another has been given to the Federal Reserve 
Board, but that power has been so hedged about that it would 
not be effective. If more than one central reservoir is es- 
tablished, true mobilization of reserves can thereafter be 
attained only by giving to a superior body the power to 
compel loans. The objection to doing that is deep-seated 
in the minds of bankers, whose whole training makes them 
rebel from a provision which would compel a bank to make 
a loan against the judgment of the directors of that bank. 
If Congress insists upon more than one reserve center, how- 
ever, it must also grant an effective power to the Federal 
Reserve Board so they can pipe together the several reserve 
reservoirs and thus, in effect, make a single central reserve 
center. 

There are other most impressive reasons why there should 
not be twelve reserve bank districts. The theory of mo- 
bilization of reserves rests on the principle of utilizing the 
surplus of one community to meet the deficiency in another. 
It is, therefore, necessary to have the district embraced in 
each regional reserve center so large that there will be a 
variety of banking conditions; so large that if there is a 
crop-moving demand in one part of the district, that de- 
mand shall not be universal in the district, but shall in 
some measure, at least, be counteracted by coming at a 
period when there is a plethora of funds in another portion 
of the district. A community would be far better served 
by a branch of a reserve bank which covered a district 
made to embrace a large territory of dissimilar geograph- 
ical and climatic conditions than it could possibly be by 
having its own reserve bank surrounded by a small region 
in which, because of similar climatic and other conditions, 
there would be no variety to the demand. If all of the 
banks within a region feel at the same time a similar de- 
mand, most of the advantage of mobilization of reserves 
disappears. It seems to me that nothing could be clearer 
than that there should be one reserve reservoir, and not 
twelve or more. If that is found politically impossible, then 
under no circumstances should there be more than four. 
With four there could be established a relationship between 
the management of the four banks and a mutual under- 
standing and spirit of co-operation developed that would 
permit the plan to work with a success approximating the 
correct method of a single reserve center. With more than 
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four, I regard it as extremely doubtful, if not impossible, to 
do that, and with twelve I am sure it is impossible. 

On the subject of the composition of the Federal Reserve 
Board, I am less fearful of a baneful influence of politics 
than I am of the results that would follow a lack of training, 
a lack of financial wisdom, and the certainty, which the form 
of the measure provides, of a lack of continuity in the man- 
agement. It must be remembered that the Federal reserve 
banks are operated under the direction of a board of nine 
directors, six of whom are selected by the bankers. "When 
that is kept clearly in mind, when it is not lost sight of that 
the bankers themselves are responsible for the management 
of the Federal reserve banks, the fear of political domina- 
tion by the Federal Reserve Board is robbed of much of its 
force. I believe it is more just and will be wiser to give 
the banks direct representation on the Federal Reserve 
Board. In any event, the present composition of that Board, 
as provided in the law, is unwise. Three of the seven mem- 
bers are ex-officio officers, fully engaged with the duties of 
their own offices, changing with the change of administra- 
tion, and often more frequently, and none of them neces- 
sarily experienced in banking. There are some reasons why 
the Secretary of the Treasury is entitled to a seat on the 
Federal Reserve Board, and perhaps they outweigh the very 
good reasons why he should not have such a seat. However, 
I can conceive of no adequate reason for putting the Comp- 
troller of the Currency, who is made a subordinate of the 
Secretary of the Treasury by the Act, and the Secretary of 
Agriculture upon the Board. This Federal Reserve Board 
should be a great independent body, comparable, it has been 
well said, with the Supreme Court. Surely we would not 
put the Attorney-General, changing with the administration, 
upon the Supreme Court. I would advocate large salaries, 
long terms, and the devotion of complete service to the work 
of the Board. I would oppose appointments being made as 
political rewards. I object to a provision which creates a 
bi-partisan board, as does the present bill, instead of in- 
suring a non-partisan one. 

If bankers are to have no direct representation on the 
Federal Reserve Board, the importance of the Federal Ad- 
visory Council should be emphasized. This Council should 
have the right to sit in full membership with the Federal 
Reserve Board, taking part in all discussions, having access 
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to all information, receiving proper compensation, now pro- 
hibited by the bill. Under this plan, while they would have 
no vote in determining the decisions of the Federal Reserve 
Board, they would have the fullest opportunity to give that 
Board the benefit of their practical experience and the ad- 
vantage of direct contact with the actual banking situation. 
I think the objection to a Federal Reserve Board composed 
entirely of political appointees would largely disappear if 
bankers knew that their own representatives would have 
such opportunity to submit their views to the Federal Re- 
serve Board. As Senator Nelson said, the position of the 
members of such a Federal Advisory Council would be 
similar to the position in the House of Representatives of 
territorial Delegates. 

A fundamental error in the bill as it now stands is the 
provision which makes the new note issue the obligation of 
the Government and makes the Government responsible for 
its redemption. I can conceive no good reason for involving 
the credit of the Government in this issue of what should be 
purely bank notes. They are essentially bank notes, secured 
by a segregation of commercial paper and a maintained re- 
serve of thirty-three and one-third per cent, of gold or law- 
ful money. That reserve should be in gold, and the notes re- 
deemable in gold, and the banks should be the makers of the 
notes and solely responsible for their redemption. The plan 
proposed would for a time work much the same as if the 
notes were correctly made the obligations of the banks, but 
there would always be the possibility of the credit of the 
Government becoming involved quite unnecessarily. At a 
time of great drain upon the Government, in the event of an 
expensive war or the paralysis of the Government's re- 
ceipts through an extreme trade depression, these notes 
might be the means of absolutely breaking down the Gov- 
ernment's solvency. The guarantee of the Government is 
as unnecessary on the notes as it is on the deposits of the 
Federal reserve banks. Bankers certainly should be ab- 
solved from any charge of selfishness when they ask that 
the banks they create take all the responsibility for redeem- 
ing the notes, and that the Government's credit be not 
involved. 

The division of earnings of the bank is unwise. All the 
earnings, after paying a proper rate of dividend on the 
stock, should go to the Government. There should be no 
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possibility that the managers of the Federal reserve banks 
run them for profit, as they would be tempted to do if forty 
per cent, of the earnings are to be paid over in the form of 
interest on deposit balances, as the measure now provides. 

The Federal reserve banks should not be penalized by 
having to pay interest to the Government on circulating 
notes taken out, if their customers happen to require credit 
in the form of circulating notes instead of deposit balances. 
An issuing bank ought to have perfect freedom so far as 
any penalizing of earnings is concerned on issuing credit, 
either in the form of A deposit balance or a circulating note. 

The new note issue will not fulfil expectations in pro- 
viding a truly elastic currency. We already have, except 
under the special demand of the crop-moving, or some ab- 
normal condition, an ample supply of circulation. There 
will, therefore, be no room for the new notes. Two-per-cent. 
bonds bearing the circulation privilege will be worth more 
than the three-per-cent. bonds without the circulation privi- 
lege, by which the Government proposes to retire them. 
They will, therefore, not retire, and the volume of present 
bond-secured national bank-note circulation will not 'ma- 
terially decrease. It must be materially cut down if there 
is to be room for the new notes to operate as a truly elastic 
currency, and thus make the total volume of their circula- 
tion conform to business needs. My recommendation is 
that half of the two-per-cent. bonds now under circulation 
be purchased by the Federal reserve banks, to be paid for 
in the new notes. This would retire over $300,000,000 of 
the existing bond-secured notes. The Government should 
then exchange for the $300,000,000 thus in the hands of the 
Federal reserve banks an equal amount of one-year three- 
per-cent. notes, which the Federal reserve banks would 
agree to renew at each maturity for twenty years. The 
$300,000,000 new notes which the Federal reserve banks 
would thus take out should be subject to a tax of one and 
one-half per cent., which would compensate the Government 
for the loss of the one-half of one per cent, tax on the 
national bank notes retired and the one-per-cent. increase 
in the interest paid on the one-year notes over the interest 
heretofore paid on the two-per-cent. bonds. The advantage 
of this course would be twofold: it would retire a sufficient 
amount of the present bond-secured circulation to make 
room for the new elastic notes, and the total volume of cir- 
vol. cxcvm. — no. 696 45 
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culation will thereafter approximately conform to business 
needs. Of as great importance, it would give to the Federal 
reserve banks the means to command, in some measure, the 
discount market and secure them an effective instrument 
for use in the international financial markets, and thus give 
them power in a measure to control a threatened export 
movement of gold. The point is that a Government one- 
year note is a bankable instrument, whereas a twenty-year 
bond is an obligation that can only find an investment 
market. With these one-year notes, the Federal reserve 
banks could sell them in the reserve market when it was 
wise to take reserves from the member banks and to 
strengthen their own reserve position, thus checking a tend- 
ency toward too free expansion of the member banks; or 
they could sell or pledge them to banks in any of the world's 
financial markets for foreign exchange, which would check 
an overflow of gold, or, if conditions permitted, enable them 
directly to buy or borrow gold for importation to strength- 
en their own reserves. 

I have reached the limit which the editor has permitted 
me to fill, and, as I have said, I cannot summarize two days' 
testimony within that limit. There are many other im- 
portant points. Such a summary of my opinion as the fore- 
going is to me unsatisfactory, however, because it would 
seem to indicate only objections to the bill in its present 
form. There is in it far more to commend than to deprecate. 
I believe that with such amendments as I have indicated a 
measure would be created which would be of incalculable 
benefit to our commerce and to our international financial 
position. This benefit would be felt through the entire 
breadth of society. Banks would no longer have to devote 
large resources to stock-exchange call loans as they are now 
forced to do, and there would be hundreds of millions of 
dollars of new funds at the disposal of sound commercial 
enterprise. Commercial paper would in time become as 
liquid as stock-exchange loans now normally are, and not 
subject to the danger that we experience from the non-self- 
liquidating character of these loans, when we discover in 
a crisis that the only way they can be paid is to be shifted, 
and there is no place to which effectively to shift them. The 
measure so amended would tend to create a discount market 
which would not only make available for commercial borrow- 
ers in one community any plethora of bank funds that might 
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exist in another, but would make available here a plethora of 
European bank funds in the same way. The extreme danger 
that we are always facing from our twenty-five thousand 
individual bank reserves would be eliminated. The disad- 
vantage of the present pyramiding of bank reserves would 
be done away with. A note issue would be created which 
would expand and contract in accordance with commercial 
needs. Our present locking up of reserve money is un- 
economic, in that banks carry a larger reserve so locked up 
than would be necessary under a proper banking system. 
The new plan would permit a generous expansion, based on 
our existing reserves, but I believe would carry with it 
sufficient powers of control to prevent it running to danger- 
ous limits. 

One can hardly state the advantages which would flow 
from truly sound banking and currency legislation. If I 
were to attempt to state what I truly believe would be the 
measure of those advantages, I would run into what would 
seem great extravagance of language. On the other hand, 
a poverty of words prevents depicting the disaster that 
would result from unwise legislation. The responsibility 
that rests on Congress has never been exceeded, I be- 
lieve, in my lifetime, and I am hopeful that that respon- 
sibility is to be discharged in a patriotic, wise, and non- 
partisan manner. 

Frank A. Vandeblip. 



